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Falklaud Islands Dispute:
F.conontic lmpacti

The sanctions against Buenos Airves stemming from the Falkiand crists
probably will have minimal impact on the Arpenting ceconomy in the nest
30 60 days. The limitations on imports by the United Kingdom and the
Luropean Community from Arzentina will require some time io take
effect. Although there have been a few loan cancellations, Buenos Aires
still is far from financial disaster. And, even though some serious techaical
problems atre arising in covering obligations to British banks. there appears
to be enough interest on the part of both debtors and creditors to arrange
mechanisms to service Argentina’s external debts.

Beyond the next few moaths, the duration of the conflict and the intensiy

of British measures will be important factors in determining how much
disruptivn occurs 10 Argentina’s cconomy and forcign financing. At the
limit. Buenos Aires has reserves adequate to meet its debt obligations and
basic import requirements over the next three to five muonths, so long as the
British do not choose o blockade Argentine merchant shipping. Such a '
tengthening of the crisis would. however, add to existing Argentine
cconomic problems and substantially raise the risk of a generalized debt
rescheduling in 1982, Morcover, the political fallout of arowing inflation-
ary pressurcs and shortages would seriously constrain the Galtieri adminis-
tration's options for stabilization policics.
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sanctions

Argentine Reprisals

Financial
Repercussions

Falklands Islands Dispute:
Economic impact

The British were quick to react o the afiront represented by Argentina’s
invasion of the Falklands. l.ondon:

¢ Announced a ban on imports of Argenune goods.

¢ I'roze Argentinge financial assets in the United Kinadom.

.« Cut off export credits itnd military sales.

The LEuropeian Community (EC) weighed in by approving a 30-day van on
trade with Argentina. This measurc. which follows a previously approved
cutofi in arms sales. an first appearcd more immediately stringent than
subsequent information made clear. 1t will not apply to goods under prior
cxisting contracts, and most EC imports from Argentina are covered by
long-teri contracts

Bucnos Aires wits quick to retaliniie. On § April the Argentine Central
al measures to restrict foreign

Bank frozc British asscts and announced legs
exchange payments o British entitics-—eaporicss, importers, banks. The

government also ordered the suspension of export credit insurance for UK-
bound shipments and denivcd trade credit without prier approval

Argentine borrowers were caught in a sudden financial crossfire:
e A $S230 millicn loan for an Argentine utility was canceled when a UK [i-
nancial institution withdrew from the syndication.

Argentine exchange restrictions have imperiled debt servicing commit-
ments by preventing payments 1o UK banks. Failure to make loan
repayments to these banks could enable them to declare Argentine loans in
default under the loan agreements terms.' This situation could be compli-
cated by any increase in national pressurcs -vithin Britain to demand strict
adherence to original loan payment provisions, even though it is in the best
interest of the banks te reach an amicable conclusion.

pend on the terms and circumstances of the lean

' The provisions for such declarations de
tor declarations of dcfault to be tascdon a

agrecments. Syndicated credits often calé
decision madc by a majority of the participating banks

Co catial
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‘Table Million US S

Argoentina:
Direction of Trade, 1981

Lixparnts Peecent Tnsparts Percent
N Total =~ N M
‘ EC . 2200
_. _Ofwhich. o

. United 230
] Kiagdom — -
, L Sowviet Utiion — 2.700
- LAFTA 1,938
| United States - _ | 670
! Japnw RS
H . Other ) 1.350

i « Revised estitmates.
]
h | _

L Bucnos Aires is working to avert a financial crisis|

~ moment, the British and Argentine countermeasures arc having
anly a limited impact. The bilateral trade cutoff affects only about $550
miflion in trade with the United Kingdom. This represents about 3 percent

Near-Term Impact For

of Argentina’s total trade, and an even smaller perceatage of UK trad

A crisis lasting no more than onc or two months would be unlikely to
cripple the Argentine economy. Despite the cancellation of some forcign
oans, Argentina can probably mceet forcign cxchange requircments,

Confidepsial 2




Longer Range Impact

ringe reserves and

T quently, Bucnos Aires probably has cnough toreign cxc
access to additiona! funds to avoid sharp increascs in unemployment,
cutbacks in imports, or scerious rationing for the near term.

and-related financial panic.

Even so. We cannot rulc out i sudden Falkl

“or the moment, the government remains
in contral and is bolstered by widespread domestic political support for its
military and diplomatic initiatives.

Although Buenos Aires has sufficicnt forcign exchange to functien norial-
ly over the next few months. an croding international credit standing will
make borrowing more difficult in the ncar futurc. Argenting will continuc
1o experience technical difficultics in arranging loan repayments to British
banks and syndicates. Credit may tighten as US and other international fi-
nancial institutions become more cautious regarding debt rolfovers and
extensions of new credits

If the crisis is prolonged, externally imposcd trade restrictions will take an
increasing toll.? The suspension of trade with the EC potentially could
extend to affect some 25 pereent of Argentina’s total forcign commerce, At
a minimum, the Falkland dispute will impcde Bucnos Aires’s ability to
improvc its current account position in 1982, Should access to credit
facilitics dry up. reserve drawdown by itsclf would not be sufficient to mect

obt scrvice obligations this ycar. Ar cntina could thus be forced to a
rescheduling by the end of l982i

The broader risks for the Argentine cconcmmy arc severc. Concern is
growing over Bucnos Aircs's ability to sustain nccessary cconomic reforms.
The Central Bank. for example, has recently increased monctary cxpati-
sion. Morcover, military spending in support of the Falkland carapaign
would increasc the public deficit. Taken together, these additional cconom-
ic stimuli would push inflation beyond the present 130-percent fevel

Rucnos Aires's intcrnational credit rating may suffcr over the longer terim
should a protracted Argentine-UK encounter cause the country to abandon
L. There arc already indications that the interest spread may

fiscal restrain
average 0.75 percent over LIBOR to us high as 2 pei-

risc from last yecar’
cent for new loans

s This section and succeeding sections assume that the EC trade ban, currently approved for

only 30 days, will be renewed
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Tuble 2 Mitlwn US S

Argentina:
Cureent Accaunt Balance

iyxl tusa e

Teade batange TR0 L e
. —-l‘:xl\lﬂ.\' e e e e sa30__ . L .

Tingorts, W00 2300 ..
Netacevices and teansfers i L —4000

Net intereal « e Rk LU . _L 2S00 .
Currentccountbslance | . -asos ot 2 L
Amortizations __m3ss0 . i —2.0650 _ o
Financial gap --2AR% - 3,650

a Revised estimatce.
b Peojecied before Ealkland crisis.
< Includes interest an st termdebt.

Following an cconamic derailmeny, i scverc cutbuck in
international lending weuld intensify difficultics in reinstituting reform
measurcs)

International Financial  Allowing wancuvering by the British and nervous rumblings from the

Impact
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weaker banks in loan syndicates, there is still little immediatc tikclihood
that bankers will declarc Argentina in default. Indced, Bucnos Aircs will
probably be able to avoid default so long as large banks arc able to control
any inclination of smalicr institutions in syndicates 1o act rashly, and so
long as Argentina is perecived as trying to meet its obligations. Intcrnation-
al banks have accommedated Poland and scem no less Likely to do the same
for Argentina, @ country with far greater dcbt repsyment capacity

Export shortfalls could imperil Bucnos Aires's ability to mect debt
payments aver the course of 1982, Over the past two years Argentina has
allocated 40 to 50 percent of its export carnings for debt servicing. If the
EC trade embargo is extended, it could affect this ycar about 15 percent of
the S10 billion in export carnings that had been projected for Argentina,
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Table 3 Pereent

g : . Arcrgentina:
Structure of Externat Bank Debt

.loa ..

| Total _ -
: . Short-ternt 5
: \-2years - s -
i Morc than 2 years 37
[ Unallocated 3
; « Bascd on Junc 1981 data.
, This table is Confidential.
Table 4 Million US
Argentina: Senvicing Payments
| ' ) on Medium- and Long-Term Debt, 1982 4
§ T_E[_l!.- o _ - - -"4‘7_30'_.- e
Priacipal sepayments 2,635
Interest payments 2,038

2 M estimates.

The duration of the conflict and the intensity of British mcasurcs will be
important factors in d¢ crmining how much disruption occurs to Ar cnti-
na's forcign financing.|

Bucnos Aircs can probably afford to continuc dsbt
“servicing over the.next threc to five months. Should the crisis persist this
long, however, the domestic cconomy would have bornc scrious financial
and matcrial stresses and the cd for a later generalized reschedyling
would have risen appreciably. - . L :
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